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Editor’s Notebook

This issue of Rural Development Perspectives features several articles devoted to
the problem of rural poverty. Leslie A. Whitener and Timothy S. Parker begin
with the minimum wage issue. Recent proposals in Congress would increase
the minimum wage to $6.15 per hour, a dollar higher than the current rate.
Whitener and Parker conclude that rural areas would be more affected by the
change than urban areas and that the change would largely benefit full-time,
adult workers and many who now live in poor families. The proposed increase
would not entirely make up for the effects of inflation but, in conjunction with
the Earned Income Tax Credit, would raise many poor families above the pover-
ty line.

The Empowerment Zone/Enterprise Communities program is the most recent
and wide-ranging effort by the Federal Government to target rural develop-
ment assistance to the neediest areas. J. Norman Reid describes the program
and its early results. By encouraging communities to make long-term plans
with clear benchmarks and by providing funding over a 10-year period, the
EZ/EC program has fostered local initiative and boosted morale. Already the
program has created thousands of new jobs and improved the infrastructure in
the 33 communities affected by the initial round.

One region that has received special Federal assistance for a number of years is
Appalachia. Fagir S. Bagi, Richard J. Reeder, and Samuel D. Calhoun find that,
while Appalachia as a whole receives relatively high levels of Federal funds,
rural Appalachian counties receive less per capita than urban ones. Among
rural counties, mining counties and those with high poverty got the most ben-
efit from income support payments but less from development programs.
Changes in Federal policy could significantly help the region.

Economic restructuring has caused millions of American workers to lose their
jobs. In the 1980’s, rural areas suffered disproportionately from worker dis-
placement, especially in goods-producing industries. Karen Hamrick’s article
reveals that in the 1990’s, rural and urban areas have had equal displacement
rates. Nonmetro displaced workers between 1993 and 1995 were less educated
but found jobs faster and lost less in earnings than their metro counterparts.

Financial markets serve rural areas well, according to Robert N. Collender,
Patrick J. Sullivan, Daniel L. Milkove, and Fagqir S. Bagi. Interest rates and
other loan terms are comparable in rural and urban areas. Funds have been
ample for rural loans but the structure of rural financial markets remains a
cause for concern. Small rural communities often have less competitive finan-
cial markets, which can put them at a disadvantage because of the segmented
nature of financial markets.

Proposed new tobacco legislation could have important repercussions for
tobacco-growing communities, according to Fred Gale’s article. Recent and
proposed changes in tobacco laws may reduce demand for tobacco products
and end the tobacco program, which has protected farm income. Tobacco no
longer accounts for a high percentage of income in most tobacco areas, but the
ending of programs would likely hurt those areas with high production costs
and small farms.

Our indicators article by Penni Korb focuses on farmers and their spouses who
spend time working off the farm. The 1994 Agricultural Resource
Management Study survey asked respondents why they chose to work in off-
farm jobs. In most farm households, at least one person works off the farm
and such households usually have higher incomes than those where income
comes from the farm only. More than a third of farm families used off-farm
income to help pay farm expenses but most took outside work for reasons not
related to farming. Off-farm jobs help even out the variability of farm income.
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J. Norman Reid

Community Empowerment
A New Approach for Rural Development

The 1993 legislation creating the Empowerment Zones and
Enterprise Communities program represents a departure in Federal
policy toward developing low-income rural and urban communities.
By combining flexible, long-term financing with strategic planning
and performance benchmarking, the program helps impoverished
communities to address structural problems comprehensively, rather
than applying ““stovepipe” programs to isolated issues. Although
the program is only 3 years into implementation, the results are
already remarkable. Rising congressional interest in the program’s
success points to an expansion of the empowerment approach in

coming years.

Communities (EZ/EC) program was enacted into

law as part of the Omnibus Budget Reconciliation
Act of 1993 (Liebschutz). That act authorized 9
Empowerment Zones (EZ) and 95 Enterprise Communities
(EC) for round | of the program. Of these, 3 zones and 30
communities were to be established in rural areas. The
Taxpayer Relief Act of 1997 authorized 20 round |1
Empowerment Zones to be designated by January 1, 1999;
15 of these were for urban areas and 5 for rural. The
Omnibus Consolidated and Emergency Supplemental
Appropriations Act, 1999 (P.L. 105-277) provided grant
funding for these 20 round Il rural and urban EZ’s and
authorized 20 additional rural EC’s.

The Empowerment Zones and Enterprise

The EZ/EC legislation built upon earlier efforts under
Federal and State legislation to establish enterprise zones
by including tax credits and other supply-side incentives
for business investment (see “Benefits for Rural
Empowerment Zones and Enterprise Communities™).
Unlike previous initiatives, EZ/EC added major new fea-
tures that make it a very different program. Designated
EZ’s and EC’s receive block grants that can be used for a
wide range of purposes. Although an existing block grant
program—the Social Services Block Grant (SSBG) pro-
gram authorized by title XX of the Social Security Act—
has been employed to fund round I, the eligible uses of

J. Norman Reid is Associate Deputy Administrator, Office of
Community Development, USDA Rural Development, and has been
associated with the implementation of the rural Empowerment Zones
and Enterprise Communities program since its beginning.
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these funds have been broadened to include virtually any-
thing that might fall into a comprehensive community
and economic development program. The funds, which
are administered through State agencies—in most cases
the same ones that administer the regular SSBG pro-
gram—are to remain available throughout the 10-year
period of the EZ/EC designations.

The principal difference between Empowerment Zones and
Enterprise Communities is in the level and type of financial
resources provided to them. Empowerment Zones receive
much larger SSBG grants—$100 million for urban zones,
$40 million for rural zones—than Enterprise Communities,
which receive $2.95 million each. Businesses located in
EZ’s also receive tax credits and other tax incentives not
available within EC’s. By creating this two-tiered
approach, Congress in effect established a test to determine

Eligibility Requirements for Round |
Rural EZ's and EC'’s

Population: Up to 30,000
Area: Up to 1,000 square miles

Poverty rate: Minimum of 20 percent in all census tracts, 25
percent in 90 percent of the census tracts, and 35 percent in
half of the census tracts; some waivers of these rates are
possible

Distress: Area is one of pervasive poverty, unemployment,
and general distress

Rural Development Perspectives, vol. 14, no. 1



Figure 1

Counties with rural Empowerment Zones and Enterprise Communities

Y

the importance of these financial incentives for stimulating
development in high-poverty communities.

In important ways, the EZ/EC program is more of a com-
munity development program than an economic develop-
ment program. Applications for EZ/EC designations were
competitive and had to be supported by comprehensive,
long-term strategic plans for development. The planning
process itself had to include broad public participation, and
not merely the product of a planning office or consulting
firm. In effect, the application procedure constituted a sig-
nificant process of community development, and commu-
nities that took the process seriously found themselves
mobilized for action and in possession of an implementable
plan. Recognizing the value of this planning process and
the desirability of sustaining the progress made by the 227
round | applicants, USDA designated most unsuccessful
applicants as Champion Communities and provided them
with special financial and technical assistance to implement
parts of their strategic plans. USDA in particular used the
Champion Communities as the basis for significant out-
reach to spur development in these hard-to-reach commu-
nities and to date has invested some $290 million in its
business and infrastructure development programs in these
communities.

The program was unique in one other respect; communi-
ties were defined not on the basis of existing political sub-
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division boundaries but on census tracts. Tracts were eli-
gible according to a somewhat complicated combination
of poverty rates, which assured that almost all areas had a
minimum poverty rate of 20 percent and most had rates
of 25 or 35 percent (see “Eligibility Requirements for
Round | Rural EZ’s and EC’s”). The poverty rate require-
ments were most stringent for Empowerment Zones. Not
surprisingly, although designated rural EZ/EC’s are locat-
ed in 24 States, they are concentrated in Appalachia, areas
of historically high Black population along the east coast
and across the South, and in Hispanic communities in the
Southwest (fig. 1). The other major concentrations of
poverty—on Indian reservations—were expressly exclud-
ed by the round I enabling legislation.

The Empowerment Staircase;
Building Sustainability

Empowerment is no mere catchword. It is an approach to
development that enables low-income citizens to improve
their communities through active involvement in deci-
sionmaking and project implementation. It replaces the
“do for” or “do to” approach to governing by implement-
ing a “do with” model.

It is helpful to think about empowerment as a process.
One way to conceive the process is as a staircase—the
empowerment staircase (see “The Empowerment
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Staircase”). Communities in poverty often find them-
selves mired in hopelessness about the possibility of
improving the incomes and living conditions of their citi-
zens. In rural areas, they have been frequently bypassed
by developments in the rest of society because of social or
geographic isolation. Empowerment occurs as they dis-
cover that they have within themselves the power to
achieve great results. As the process unfolds, their capa-
bilities expand, their partnerships are enriched, and their
self-confidence grows.

Helping impoverished communities to move from hope-
lessness into self-confidence may require some form of
external intervention to provide the incentive and direc-
tion to start moving the community in a positive direc-
tion. Beyond that, however, it is essential to empower-
ment that the remaining steps be climbed by the commu-
nity itself, and that governments and other organizations
offer technical and financial assistance in support of the
community’s goals, as reflected in its strategy and work-
plan. In other words, the community itself must remain
in the driver’s seat.

Implementing the Initiative: Process

For the communities that participated in round | of the
Community Empowerment Initiative, the application
process itself provided the stimulus to move out of hope-
lessness toward the community’s vision. Reflecting the
importance of planning to the entire process, the applica-
tions consisted of a community-developed long-term, com-

The Empowerment Staircase

For impoverished and neglected communities, community
empowerment cannot be achieved in a single step, but
requires a sequence of accomplishments—much like climbing
the steps of a staircase. For each community, these steps may
come in different order, but in all communities they will
require development over a period of years. They include
the following:

Building hope that a different, better future is possible
Creating a vision of a better future and a strategy for achiev-
ing it

Turning the strategy into a concrete workplan with measura-
ble objectives

Finding resources to implement parts of the workplan

Achieving initial successes that build confidence and relieve
the most pressing needs

Refocusing actions to achieve long-term, sustainable goals

Revising the strategic plan to reflect changed conditions and
experience from past projects

Leveraging additional funding from new sources

Building community capacity to plan, manage projects, and
evaluate outcomes
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prehensive strategic plan. Though often assisted by gov-
ernment and private community development agents, the
plans were developed by the communities themselves, and
were required to be the product of broad-based communi-
ty participation that included low-income residents.

USDA and HUD provided publications explaining the
empowerment program and the strategic planning
process, and held numerous workshops across the Nation
to both publicize the competition and assist applicants in
understanding and meeting its requirements.

President Clinton formally announced the competition on
January 17, 1994, and the Notice Inviting Applications
and Interim Rule governing the rural program were pub-
lished the following day. Workshops were held during
the succeeding 6 weeks. Applications were due on June
30, 1994, giving applicants less than 6 months to complete
their strategic plans. Many, including applicants and the
U.S. General Accounting Office (GAQO), argued for more
time to develop the plans. Designations of the 3 rural
EZ’s and 30 rural EC’s were made on December 21, 1994.

After designation, communities were required to develop
performance benchmarks for their strategic plans.
Applying the statewide benchmarking process used in
Oregon, communities were asked to develop work objec-
tives for the next 2 years, establish baseline measures for
their strategic plan objectives, and specify in measurable
terms the expected results. USDA and HUD were
required by the authorizing legislation to monitor com-
munity progress, and in cases of insufficient progress,
they could de-designate EZ/EC’s. This benchmarking
process was difficult for communities to complete.
Benchmarking was not only new to them, but to USDA
and HUD officials as well. Accordingly, much of 1995
was spent in developing benchmarks, finalizing the
Memoranda of Agreement (MOA) among the Federal
Government, the State agency that administers the SSBG
funds, and the community. To help expedite operations
by the EZ/EC’s, USDA authorized communities to begin
immediate drawdown of SSBG funds for administrative
costs. This enabled communities to establish the organi-
zations that would implement their strategic plans and
hire the staff who would do the community’s business.

Outcomes: Short-Term Achievements
Are Impressive

As of 1998, the rural Empowerment Zones and Enterprise
Communities were just about 3 years into implementation
of their strategic plans. While most of the 10-year period
of their strategic plans remains ahead of them, their
achievements, nonetheless, have been significant in this
short time.

One measure of their activity is use of funds. As of
January 1998, the rural EZ/EC’s had “drawn down” for
expenditure $62.3 million, about 30 percent of the $208.5

Rural Development Perspectives, vol. 14, no. 1



Benefits for Rural Empowerment Zones and
Enterprise Communities

The Omnibus Budget Reconciliation Act of 1993 provided
block grants and tax benefits to round | zones and
communities:

= Social Services Block Grants (SSBG):

Zones—$40 million
Communities—$2.95 million

« Tax benefits:

Both—authority to issue tax-exempt private activity
bonds

Zones—20 percent wage credit for the first $15,000 of
qualified wages paid to a zone resident who works in
the zone; section 179 expensing of business capital
investments up to $20,000

= Subsequent legislation gave tax benefits for special invest
ments to round | and round Il zones and communities:

Tax deductions for certain brownfields cleanup expenses

Work Opportunity Tax Credits (WOTC) for 40 percent of
first $6,000 of first-year wages for “high risk youth” who
live in zone or community

= The Omnibus Consolidated and Emergency Supplemental
Appropriations Act, 1999, provided first year funding, to
be administered by USDA, for round Il zones and
communities:

Zones—$2 million each
Communities—$250,000 each

million in SSBG funds that was awarded to them upon
designation. While some criticism of this pace has been
made by those who wished to see an immediate “capital
shock” to local economies, USDA urged the communities
to pace their spending carefully so that these flexible
funds would be available throughout the implementation
period. Only 3 of the 33 rural communities had drawn
down all of their funds as of January 1998, and even so,
this did not indicate immediate spending; one of these
communities “spent” its funds by investing them in cer-
tificates of deposit (CD’s) to capitalize local revolving loan
funds, which would then operate in perpetuity. The fact
that 30 percent of the funds had been used at 3 years into
the 10-year period suggests that the rural EZ/EC’s have
followed USDA's advice about pacing their expenditures.

The SSBG funds, in fact, amount to a fairly small share of
the total investments the rural EZ/EC’s have been able to
apply to implementation of their strategic plans. As of
January 1998, the 33 rural communities had received
almost $680 million from all sources (table 1). By far, the
largest share of these funds came from other Federal pro-
grams, especially rural development programs operated
by USDA itself. But private sector investments accounted
for a quarter of all funds, and State dollars were a sixth.

Rural Development Perspectives, vol. 14, no. 1

Overall, the EZ/EC’s have acquired $10 from other
sources for every $1 from their SSBG grants.

The amount of funds received is a measure of resources
available for use. But what have the communities
achieved? Even though implementation is only about
one-third completed, communities have reported some
impressive numbers. Job creation was a principal objec-
tive for these communities, the workforces of which are
typically characterized by high unemployment and
underemployment, low wages, and high rates of poverty.
As of January 1998, USDA's Office of Community
Development reported that the rural zones and communi-
ties had created or saved 9,944 jobs.

Meeting pressing gaps in public infrastructure and
expanding the availability of community services was
another principal objective of the EZ/EC communities’
strategic plans, and many of the reported actions address
these issues. By January 1998, 110 water and waste-dis-
posal projects were under construction, and 2,140 housing
units, 78 educational facilities, and 29 health care facilities
had been built or renovated.

Creating new businesses, raising the skills of local work-
ers, and promoting entrepreneurship was another critical
area for most communities. Rural EZ/EC’s have estab-
lished 102 revolving loan or microlending funds, created
61 job training facilities, began 98 job training programs,
and trained 14,229 workers. Computer training for work-
ers and area youth is a priority in many of the communi-
ties, and about 130 computer learning centers have been
established or upgraded. Bringing local schools into the
information age is a related objective, and many have
made visible progress toward this objective, aided by
USDA, which arranged for the donation of more than
4,400 excess Federal personal computers.

Addressing the needs of local youth was also a high prior-
ity of rural EZ/EC’s. By January 1998, 212 youth devel-
opment programs had been established, serving more
than 25,000 youth.

In addition to results that can be measured numerically,
observation of the communities indicates that most have

Table 1
Resource use by round | rural EZ’s
and EC's, January 1998

Million dollars
Social Services Block Grants (SSBG) 62.3

Other Federal funds 276.5
State government 117.7
Local government 41.0
Private sector 170.1
Nonprofit 12.0

Total 679.6

Source: USDA Rural Development, Office of Community
Development.
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made considerable progress in climbing the empower-
ment staircase. Although some communities have pro-
gressed further than others, all have implemented some
projects and leveraged funds from multiple sources.
Aided by USDA-sponsored training for EZ/EC governing
boards and staff members, the communities have made
considerable progress in building the organizational
capacity needed to ensure sustainability of their develop-
ment programs. Many communities—some of which ini-
tially targeted low-wage industries as the quickest way to
cut unemployment—have begun to promote industries
that offer higher-wage, career-track jobs and to establish
business ownership programs for low-income residents.

The benefits of the Community Empowerment Initiative
extend far beyond the 33 designated communities. Over
180 unsuccessful applicants form the corps of rural
Champion Communities, so designated by USDA because
they succeeded in building local organizations and
preparing a long-term, comprehensive strategic plan for
development. USDA has provided about $290 million in
rural development funding to projects in Champion
Communities, held numerous workshops and networking
conferences, provided onsite technical assistance, and
published a regular newsletter to keep them informed
about opportunities, techniques, and materials useful to
implementing their strategic plans.

Implications for the Future

The Community Empowerment Initiative is in many
ways an experiment in promoting the development of
some of America’s neediest communities. Not only does
it contain within it two significantly different funding
packages, it is novel in the degree of local control over
objectives and implementation methods, the 10-year
Federal commitment to the communities, the flexibility of
the block grant funds, and the self-evaluation mechanism
employed. While the experiment is still young, it is by no
means too early to learn from its lessons.

In August 1997, the Taxpayer Relief Act of 1997 author-
ized a second round of Empowerment Zones, 15 urban
and 5 rural. The statute provided tax benefits to the new
zones, but grant funding had to be requested in separate
legislation. The Clinton administration requested $1.7 bil-
lion over 10 years for Social Services Block Grants to
round Il zones—the same level as for round I. In October
1998, Congress provided $55 million in first-year funding
for the 20 round Il zones, as well as $5 million in first-year
funds for 20 new rural EC’s. In April 1998, Vice President
Gore announced the beginning of competition for the
Round Il designations and both HUD and USDA held an
extensive series of regional workshops for applicants,
whose strategic plans had to be submitted by October 9,
1998. The designations of round Il EZ’s and EC’s were
announced on January 13, 1999.
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The round Il legislation broadens eligibility for the EZ/EC
program by lowering the maximum required poverty rate
from 35 percent to 25 percent, making Indian reservations
eligible for round 11 zones, and permitting one of the five
rural zones to be designated in an area experiencing high
population “emigration.” One of the new rural EZ’s and
one of the round Il EC’s qualified based on outmigration.
One EZ and four EC’s are Indian reservations and another
five EZ’s and ECs include tribes as partners.

At the same time, Congress has shown considerable inter-
est in expanding the initiative to include larger numbers
of communities, broaden eligibility even further, and pro-
vide small amounts of funding to help applicants with the
strategic planning process. In June 1998, Representative
Maurice Hinchey (New York) introduced HR 4071, which
would have used half of the title XX funds proposed for
rural round Il Empowerment Zones to fund 33 new rural
Enterprise Communities at $3 million each, in effect creat-
ing a round Il of the initiative. The Hinchey proposal
would have also broadened program eligibility to include
other criteria besides poverty and established a small pro-
gram of grants to assist applicants develop their strategic
plans. Similar legislation (S. 2418) was introduced in the
Senate. Ultimately, Congress chose to add 20 rural
Enterprise Communities without changing the eligibility
criteria. Given the level of interest exhibited during the
1998 congressional debates, it seems likely that communi-
ty empowerment is an idea whose time has indeed come,
and that it has the potential to set the agenda for commu-
nity development in the United States for years to come.
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Faqir S. Bagi, Richard J. Reeder, and Samuel D. Calhoun

Federal Funding’s Unique Role
In Appalachia

Rural Appalachia received relatively low levels of Federal funds in
fiscal year 1997 compared with urban Appalachia. Although it had
relatively high income support payments, reflecting high rates of
poverty and unemployment, rural Appalachia received less per capi-
ta in Federal funding for community resources and other programs
that create jobs and development. Mining and poverty counties
were the chief rural beneficiaries of income support payments, while
the more populous and prosperous rural manufacturing and com-
muting areas benefited more from community resource programs.
Some Federal policy trends may further the region’s growth, partic-
ularly the recent increase in highway aid and changes in telecom-
munications, while environmental policy, welfare reform, and pro-
posals to reduce or limit the growth of income support and economic
development programs present challenges to the region.

varies by place and region, reflecting the diversity

of rural America. In our last article on this topic
(Reeder, Bagi, and Calhoun, 1998), we showed that the
rural Great Plains, the Nation’s breadbasket, relied heavi-
ly on agricultural programs. In Appalachia, with its low-
wage manufacturing and mining industries and high lev-
els of poverty and unemployment, more Federal assis-
tance in rural areas goes to income support programs.

The Federal Government’s role in rural America

In this article, we use census data to examine the pattern
of Federal funding in Appalachia in fiscal year 1997. By
comparing Appalachia with the Nation as a whole, we
show which programs are important to the region. The
Appalachian Regional Commission (ARC) and the
Tennessee Valley Authority (TVA) are Federal institutions
unique to the region, so they receive particular attention.
We conclude with some observations on recent Federal
policy trends that have particular bearing on Appalachia.

Rural Appalachia Gets Relatively
Low Amounts of Federal Funds

Over the years, Appalachia has received much attention
for its geographic isolation, poverty, unemployment, and
low education levels. These difficulties have attracted
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some unique forms of supplemental Federal assistance,
such as the ARC and TVA programs, plus some more gen-
eral assistance targeted to distressed areas and individuals
nationwide. The region’s effective representation in
Congress has also attracted various Federal projects and
installations to Appalachia.

Census data for fiscal year 1997 indicate that Appalachia’s
urban (metro) areas received $5,677 in Federal funds, per
capita, 6.5 percent more than urban areas nationwide
(table 1). However, Appalachia as a whole received
$5,243, 0.5 percent more than the entire United States.
Appalachia has a large rural population (45 percent of its
population resides in nonmetro counties, compared with
20 percent nationwide), and rural Appalachia received
10.6 percent less in Federal funds per capita ($4,720) than
the Nation as a whole, and 1.1 percent less than rural
areas nationwide. The resulting difference in funding
between urban and rural areas is larger in Appalachia (17
percent) than it is nationwide (11 percent).

Whether this differential represents a hardship for rural
Appalachia depends to some extent on the type of fund-
ing received. Funding that goes mainly to individuals—
such as medical, retirement, and unemployment bene-
fits—primarily benefits the place where the funds go.
However, funding that pays for infrastructure or provides
employment and training may also benefit those who
commute from surrounding areas. Thus, the concentra-
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Table 1
Per capita Federal funds by function, fiscal year 1997

Rural Appalachia received less funding, per capita, than urban Appalachia and the Nation as a whole

All Agriculture Defense
Federal and natural Community and Human Income National
County type funds resources resources space resources security  functions
Dollars per person
United States 5,218 59 508 645 101 3,138 767
Metro 5,333 18 549 734 98 3,089 845
Nonmetro 4,768 224 349 294 113 3,329 458
Appalachia 5,243 17 314 194 102 3,818 799
Metro 5,677 12 359 247 91 3,921 1,047
Nonmetro 4,720 22 260 130 115 3,694 499
By economic county types:
Mining-dependent 5,358 13 197 140 147 4,209 652
Manufacturing-dependent 4,434 27 258 148 96 3,470 435
Government-dependent 4,374 44 252 106 119 3,264 588
Services-dependent 4,927 12 277 166 116 3,985 372
Nonspecialized 4,511 23 325 60 113 3,438 554
By policy county types:

Retirement-destination 4,440 7 202 263 80 3,646 242
Federal lands 4,270 10 271 92 87 3,429 381
Commuting 4,114 30 294 54 102 3,292 373
Persistent-poverty 5,276 16 293 130 168 4,064 605

Note: Individual figures may not sum to total because of rounding.

There were only three counties in Appalachia classified as farming-dependent, so this economic type was excluded from this table;
transfer payment policy type was also excluded, because of significant overlap with the poverty county type.
Source: Calculated by ERS using Federal funds data from the Bureau of the Census.

tion of some types of assistance in metro areas may bene-
fit both rural and urban areas in the region.

Looking at per capita funding variation by function, we
found that both metro and nonmetro areas in Appalachia
received relatively high amounts for income security and
national functions, including criminal justice, law enforce-
ment, energy, higher education, and research. Income secu-
rity—which includes medical, retirement, disability, public
assistance, and unemployment benefits—is the predomi-
nant type of Federal assistance, accounting for 60 percent of
Federal funds nationwide. Given the region’s relatively
high rates of poverty and unemployment, we expected—
and found—that income security accounted for a relatively
large share (73 percent) of Federal funding. Although
about 6 percent more income security funds, per capita,
went to metro areas than nonmetro areas, this urban fund-
ing advantage was much smaller than that observed for
most other forms of assistance.

National functions accounted for a relatively large
amount of funding in Appalachia, perhaps indicating
superior congressional pull in placing Federal projects
and installations in the region. Urban Appalachia got
twice as much of these funds, per capita, as did rural
Appalachia. But these facilities may provide employment
and income for commuters from surrounding areas, so the
urban-rural gap in benefits received may be smaller than
this. Appalachia (both urban and rural) received relative-
ly low amounts for community resources, defense and
space, and agricultural and natural resources (see “Data
and Definitions”). Rural Appalachia got a little more than
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urban Appalachia in agriculture and natural resources
funding, but the amounts involved were small—$22 per
capita, rural, and $12 per capita, urban. In contrast, urban
Appalachia received substantially more in both communi-
ty resources and defense and space funds than did rural
Appalachia. Both of these categories of funding are
important to local economies because they provide infra-
structure and jobs. But the urban-rural funding gaps may
again overstate the differences in benefits received where
rural residents share from the benefits of federally subsi-
dized urban development.

Federal Funding Varies Across County Types
Within Rural Appalachia

Coal and poverty are at the core of central Appalachia; a
dark streak runs through the center of West Virginia and
eastern Kentucky. This area receives relatively high levels
of Federal funding (fig. 1). Among the region’s nonmetro
counties, mining-dependent counties received the highest
per capita Federal funding ($5,358) (see Cook and Mizer
for an explanation of county types). Most of the funding
advantage for the mining-dependent counties comes from
Federal payments for income security ($4,209) and nation-
al functions ($652).

Mining counties account for only one-fifth of the non-
metro residents in Appalachia. More populous are the
region’s manufacturing-dependent counties, which con-
tain 38 percent of Appalachia’s nonmetro population.
Most manufacturing counties are located in the South
(Tennessee) and in counties along the eastern and north-
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Figure 1
Per capita Federal funds, fiscal year 1997

Central part of Appalachian counties received the highest funding

Note: Outlined counties represent Appalachia as defined by Bogue and Beale. High, medium, and low correspond
to the top third, middle third, and bottom third of nonmetro counties nationwide. High was $4,855 or more per person

and low was $3,802 or less per person.

Source: Calculated by ERS using Federal Funds data from the Bureau of the Census.

western edges of the region (fig. 2). Despite or perhaps
because of their economic importance to the region, these
counties get relatively low levels of Federal funds, $4,434
per capita. These places tend to have more jobs and
income, probably reducing their need for income security
funds, which account for most of their funding difference.

ERS’s policy typology identifies nonmetro counties that
are particularly affected by specific policies, including
persistent-poverty, retirement-destination, commuting,
and Federal lands counties. Among these policy types,
persistent-poverty counties received the highest level of
Federal assistance. However, they got significantly less
funding than metro counties, benefiting mainly from their
relatively high income security payments and, to a lesser
extent, from relatively high human resources aid. Federal
lands, commuting, and retirement counties—which tend

Rural Development Perspectives, vol. 14, no. 1

to be located along the outer edges of Appalachia—
received less per capita, with the lowest funding in com-
muting counties whose residents are likely to benefit from
federally subsidized activities in nearby metro counties.

ARC and TVA:
Unique Federal Institutions That Benefit Appalachia

Recognizing that Appalachia’s few basic industries failed
to provide the kind of economic base needed for self-
sustaining growth and prosperity for its people, Congress
created the Appalachian Regional Commission (ARC) in
1965 “to assist the region in meeting its special problems,
to promote its economic development, and to establish a
framework for joint Federal and State efforts toward pro-
viding basic facilities essential to its growth...on a coordi-
nated and concerted regional basis.” The 1965 Act (P.L.
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Figure2
Appalachian county types, 1993

Mining was predominantly in central Appalachia; manufacturing counties were located along the region’s borders

. Mining

D Manufacturing
D Other nonmetro
[]

Metro counties

Note: See "Data and Definitions" for an explanation of county types.
Source: ERS county typologies, from The Revised ERS County Typology: An Overview by Cook and Mizer, 1994.

89-4) went on to require that ARC concentrate its invest-
ments “in areas where there is a significant potential for
future growth and where the expected return on public
dollars invested will be greatest” and envisioned that as
the region’s physical infrastructure, transportation, and
human resources improved, a strengthened and more
diversified private sector would result that would allow
the region to support itself.

Compared with some other Federal agencies, ARC’s
Federal funding is small ($170 million in fiscal year 1998),
but this understates its importance. ARC funding is rela-
tively flexible, allowing it to be used as “first money” that
leverages other investment, including other Federal assis-
tance. ARC also funds local planning, leadership, and
technical assistance. For rural areas lacking sufficient
resources to effectively plan for economic development,
such funding can be critical in initiating local develop-

17

ment projects. Local planning is undertaken through
ARC'’s Local Development Districts, which cover multi-
county areas, economizing on planning costs and facilitat-
ing coordinated regional strategies. A recent evaluation
concluded that ARC-assisted places significantly outper-
formed similar places elsewhere in the country (Isserman
and Rephann).

ARC provides supplementary funds that benefit only
Appalachia’s most “distressed” counties— those with rel-
atively high poverty and unemployment rates and low
incomes (fig. 3). “Transitional” counties, which have less
distress but still need to improve conditions, receive less
ARC assistance. The remaining “attainment” and “com-
petitive” counties receive little or no ARC assistance.
Comparing figure 1 with figure 3 reveals that many dis-
tressed counties receive relatively high amounts of total
Federal spending. This pattern probably owes something

Rural Development Perspectives, vol. 14, no. 1



Figure 3

Counties receiving assistance from the Appalachian Regional Commission (ARC)

Distressed counties receive particular assistance

. Distressed nonmetro ARC

Nondistressed nonmetro ARC

Nonmetro Non/ARC

Metro counties

Note: Distressed counties have at least 150 percent of the U.S. unemployment rate (9.3 percent), 150 percent of the
U.S. poverty rate (19.7 percent), and less than 67 percent of the U.S. per capita market income ($12,074) or 200 percent

poverty and one other indicator.

Source: ERS calculation using data from the Appalachian Regional Commission.

to the ARC program, as well as the fact that these places
get a lot of income support payments. But despite the
ARC'’s distress-targeted assistance, many distressed coun-
ties in the western portion of Appalachia received rela-
tively low amounts of Federal funds in 1996. In addition,
State differences are important, as some State borders
(such as West Virginia’s southern and eastern border) are
clearly visible in the pattern of assistance (fig. 1) and they
are not obviously explained by the pattern of distress (fig.
3). The reason for this is not clear, but it may reflect more
aggressive representation in Congress, or perhaps more
aggressive State economic development policy in apply-
ing for Federal grants in West Virginia.

ARC’s boundaries encompass a substantially larger area
than what is conventionally known as Appalachia, includ-

Rural Development Perspectives, vol. 14, no. 1

ing portions of Mississippi, Alabama, and South Carolina
in the South and parts of New York and Pennsylvania in
the North. ARC funding, broken out by State and assis-
tance type, is shown in table 2. Highway projects entail
the largest amount of funding, reflecting the high cost of
highway construction in mountainous areas and ARC’s
emphasis on the highway system as critical to the region’s
economic development strategy. The most recent ARC
initiative, however, assists local entrepreneurs in forming
home-grown businesses.

Another Federal institution unique to the region is the
Tennessee Valley Authority (TVA). The TVA was created
during the Great Depression to develop a part of
Appalachia covering the Tennessee River Valley, including
significant portions of Tennessee, Mississippi, Alabama,
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and Kentucky, as well as some fringe parts of Georgia,
North Carolina, and Virginia. But where ARC has focused
on highways and related development, TVA has focused
on the waterways, including electric power, flood control,
environmental protection, and amenity development.

TVA's 1998 budget of $6.4 billion is substantially larger
than ARC'’s, but most of this money comes from, and is
spent on, TVA's electric power operations. TVA’s Federal
funds appropriation was only $70 million in 1998. This
money covers the nonpower programs, including water
and land stewardship ($60 million), the Environmental
Research Center ($3 million) for cleanup efforts, and the
Land Between the Lakes National Recreation Area ($7
million). However, appropriations legislation for 1999
reduced Federal funds for the nonpower programs to $50
million; hence, funding will have to come from other
sources to maintain program levels.

Although TVA’s importance to the region has been signifi-
cant in many respects, it has received mixed reviews over
the years (Webber; Freshwater et al.). The Tennessee River
Valley portion of Appalachia appears less economically
distressed than the parts of Appalachia that border to its
north, and it appears to require less Federal funds (figs. 1
and 2). Whether this is a result of TVA’s activities or other
factors, such as a more favorable climate, is unclear.

Federal Policy Trends Affecting Appalachia

Several policy developments might be expected to signifi-
cantly affect the region. Among these are the trends
toward increasingly stringent environmental regulations,
electric and telecommunications deregulation, welfare
reform, increased highway aid, and increased pressure to
cut back on the growth of domestic assistance programs.

Table 2
ARC funding, by State and funding type, fiscal year 1996

More stringent environmental regulations proposed for
air and water present challenges and opportunities for the
region. Much of the region’s population and industry
reside near rivers and lakes that must be kept clean, but
this sometimes comes at a high cost and could be a bur-
den for some of the region’s industries and communities.
More stringent requirements for air pollution might pose
additional problems for some places. Recent increases in
environmental spending help, but it is unclear whether
they can be maintained long enough to meet local fiscal
demands. On the plus side, a cleaner environment might
help many Appalachian communities maintain the natu-
ral amenities that attract so many tourists and residents to
the area.

The proposed electric deregulation might reduce the
extent to which the region benefits from its hydroelectric
power sources. Deregulation is expected to create more
uniform rates nationwide; hence, higher rates might be
expected in those parts of Appalachia where rates are
now low. For example, with the recent reduction in
Federal funding for TVA’s nonpower programs, if those
programs are to continue they may have to be funded in
part through increased TVA electric rates, and TVA’s
power facilities might also be privatized, resulting in
reduced Federal funding in the region.

Major regulatory changes have already begun in telecom-
munications, which may significantly benefit the region
by expanding services to further reduce isolation in
Appalachia. The universal service provisions of the
Telecommunications Act of 1996 may be particularly ben-
eficial to rural areas in the region by subsidizing telecom-
munications in high-cost areas, especially for schools,
libraries, and health-care facilities. However, it is unclear

The ARC budget emphasized highways, though funding varied from State to State

Final fiscal year 1996 allocations

Highway Area Distressed Regional Local development
State funds development counties initiatives districts Totals?!
Thousand dollars
Alabama 9,543 2,816 951 396 413 14,119
Georgia 5,446 2,071 0 317 338 8,172
Kentucky 12,281 2,841 4,321 398 507 20,348
Maryland 2,586 1,361 0 244 110 4,301
Mississippi 2,784 1,801 1,261 289 240 6,375
New York 4,757 2,071 0 317 243 7,388
North Carolina 9,213 2,332 237 345 366 12,493
Ohio 7,693 2,222 1,277 333 253 11,778
Pennsylvania 17,775 4,058 458 526 516 23,333
South Carolina 1,283 2,100 0 320 158 3,861
Tennessee 16,236 2,973 843 412 363 20,827
Virginia 4,078 1,880 671 298 325 7,252
West Virginia 13,725 2,904 3,451 405 568 21,053
Total 107,400 31,430 13,470 4,600 4,400 161,3001

1Excludes $8.7 million for functions covering regional projects, administration, and technical support.
Source: Calculated by ERS using data from Appalachian Regional Commission.
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Data and Definitions

Data. The Department of Commerce, Bureau of the Census, Governments Division produces Consolidated Federal Funds Reports
data each year. These data, obtained from various Federal departments and agencies, reflect Federal obligations for expenditures
and loans. The data for fiscal year 1997 covered 1,256 programs. (Census population estimates for calendar year 1997 were used to
compute per capita amounts.)

Our analysis used the data from 816 of these programs, accounting for $1.4 trillion, or about 88 percent of the total Federal funds
reported by Census. We excluded programs for which 25 percent or more of their funding nationally went to State capitals
because such levels suggested pass-through funding that State governments later redistributed to local areas. We also excluded
programs that reported much or all of their funding only at the State or national level because the funding cannot be traced to the
county level. As a result, most of the large block grant programs involved with social services, employment, and training were
excluded. This understates the amount of funding received, particularly for our “human resources” function.

Interpretations should be made with caution. In some cases, as with Medicaid, the data are based not on actual outlays that go to
places, but on estimates based on other information. In other cases, like procurement, expenditures may be reported only at the
location of prime contractors or primary subcontractors and ignore further subcontracting. In addition, some Federal agencies
make payments to entities that provide services to multicounty areas, but the payments may be reported only to the headquarters
of the multicounty entity. These data limitations may lead to an overstatement or understatement of benefits to some metro and
nonmetro areas. For example, defense procurement, which we found primarily benefits metro areas and government-dependent
nonmetro areas, probably involves subcontracting that disperses the benefits more broadly to some other nonmetro areas.

Definitions. In table 1, we used ERS’s six broad function categories for Federal programs:
* Agriculture and natural resources (agricultural assistance, agricultural research and services, forest and land management,
water and recreation resources)

* Community resources (business assistance, community facilities, community and regional development, environmental protec-
tion, housing, Native American programs, and transportation)

* Defense and space (aeronautics and space, defense contracts, defense payroll and administration)
* Human resources (elementary/secondary education, food and nutrition, health services, social services, training/employment)

* Income security (medical and hospital benefits, public assistance and unemployment compensation, retirement and disability—
includes Social Security)

* National functions (criminal justice and law enforcement, energy, higher education and research, all other programs excluding
insurance).

For reporting by place, we used OMB’s 1993 definitions of metro and honmetro counties and ERS’s revised honmetro county
typologies. The economic county types were defined as follows (all percentages are weighted annual averages):
Farming-dependent—Farming contributed 20 percent or more of total labor and proprietor income during 1987-89.
Mining-dependent—Mining contributed 15 percent or more of total labor and proprietor income during 1987-89.
Manufacturing-dependent—Manufacturing contributed 30 percent or more of total labor and proprietor income during 1987-89.

Government-dependent—Federal, State, and local government activities contributed 25 percent or more of total labor and proprietor
income during 1987-89.

Services-dependent—Service activities (private and personal services, agricultural services, wholesale and retail trade, finance and
insurance, real estate, transportation, and public utilities) contributed 50 percent or more of total labor and proprietor income dur-
ing 1987-89.

Nonspecialized—Counties not classified as a specialized economic type during 1987-89.

The county policy types were defined as follows:

Retirement-destination—The population age 60 and older in 1990 increased by 15 percent or more during 1980-90 through inmove-
ment of people.

Federal lands—Federally owned lands made up 30 percent or more of a county’s land in 1987.

Commuting—Workers age 16 and over commuting to jobs outside their county of residence were 40 percent or more of all the coun-
ty’s workers in 1990.

Persistent-poverty—Persons with poverty-level income in the preceding year were 20 percent or more of total population in each of
four years: 1960, 1970, 1980, and 1990.

Transfer-dependent—Income from transfer payments contributed a weighted annual average of 25 percent or more of total personal
income during 1987-89.

Because only three nonmetro counties in Appalachia were defined as farming-dependent, we excluded this economic type from
our presentation; we also excluded the transfer-dependent policy type to simplify the presentation, because it overlaps significantly
with the poverty county type. Hence, a few counties may not have fallen into any of the types we presented, and there were over-
laps among our various policy types. For more information on how the county types were defined, see Cook and Mizer.
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at this time how these regulatory changes and resulting
changes in services will work out.

Welfare reform significantly affects the region because of
Appalachia’s generally high rates of poverty and unem-
ployment. It particularly affects distressed, high-poverty
counties, where a relatively large share of the population
may have to seek employment elsewhere due to the lack
of local employment opportunities. Increases in Federal
training and employment assistance that came with wel-
fare reform will help with the transition, and perhaps
encourage more local development if firms respond favor-
ably to labor force improvements.

The recent increase in Federal highway spending should
benefit Appalachia, since the region’s development strate-
gy is focused on improved highways. Appalachia could
particularly benefit from the $2.5 billion in newly author-
ized funds for the Appalachian Highway System.
Southern Appalachia will benefit most from the change in
the State highway funding formula, which increases fund-
ing more for the more rapidly growing States in the South
and West.

However, efforts to balance the Federal budget have led
to reductions or slow growth of other (nonhighway) types
of Federal spending. If such efforts continue, community
resources programs that provide more general economic
development assistance to the region—such as ARC,
Economic Development Agency (EDA), and USDA’s rural
development programs—might play smaller roles in the
region’s economy. With Federal funding of TVA’s non-
power programs reduced in 1999, more of these programs
will have to be paid for by TVA’s power budget or some
responsibilities will have to be transferred to other agen-
cies to prevent program cutbacks. If cutbacks occur, this
might particularly affect metro counties and rural manu-
facturing and services-dependent counties that tend to
rely heavily on community programs.
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